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Section 1. 0

INTRODUCTION

1.1 Purpose and Analytical Framework

The purpose of this volume is to evaluate alternative taxes

or fees designed to recover costs allocaited to usersI of the FAA

airport and airway system. Alternative taxes are evaluated in

terms of the following criteria: safety, economic efficiency,

administrative efficiency, equity, the existence of precedents,

and the expected effect ol the tax on the FAA.

The FAA is different from most federal government agencies

in that the majority of its employees are either directly

involved in the provision of a consumable secvice or support the

provision of such a service. Air traffic controllers are

examples of direct-service providers, while headquarters

personnel are examples of those who provide support. The s3ervice

which the FAA provides can be broadly defined as a safe,

organized airspace system. It includes provision of air traffic

c( ntro: services and regulation of such aspects of aviation as

aarcraft, pilots and airports. For the purpose of analyzing its

sources of revenue, the FAA will be considered as a large, multi-

product "firm."

Figure 1.1 presents the conceptual framework of the tax

analysis. Alternative types of taxes shown in the first column

are evaluated in terms of six criteria presented along the

horizontal axis.

1
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Taxes are divided int,- two general categories: direc: and

indirect. Taxes which vary directly with services provid I are

termed direct charges. An example would be a foe chargod to an

aircraft owner each time he made a landing at an airport. One of

the key advantages of direct charges is that they can be designed

:o let users pay only the costs of producing the services they

actually consume; this is termed economic efficiency. However,

there may be other criteria which direct charges do not meet as

well. For example, chargiig users directly may cause some to

avoid available FAA servic s and thereby cause safety problems.

In addition, it may be adm-nistratively inefficient to collect

money each time an aircraft lands at a facility.

Indirecc taxes are levied on groups of service:; consumed by

user groups, insteaA of per unit of service. For e::ample, the

current passenger ticket tax is levied on airline revenues and

covers all airline uses of the FAA system regardless of services

actually consumed by each airline individually. These taxes tend

to have no effect on safety, and have been administrative y

efficient. However, they are less economically efficient than

a e direct chargeis.

These issues are more fully discussed in the following

sc -tions of the report.

1.2 Relationship to Ither Volumes

The analysis in this volume complements the analyses in '

Volumes 1 and 2 by discussing alternative ways to recover the

present and future costs allocated to users in those volumes.

3

V. %



1.3 Organization of Volume

Section 2.0 of tnis, volun,. presents criteria relevant or

the analysis of various user taxes. Section 3.0 presents a

discussion of those taxes currently imposed on users of the FAA

airport and airway system, while Section 4.0 reviews taxes which

have been levied in the past, but are not currently in effect.

Section 5.0 reviews an alternative set of direct user charges.

4
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Section 2.0

SELECTION CRITERIA

There are six selection criteria that are applied to the

alternative taxes reviewed in this volume:

o Safety--taxes should not provide incentives to

compromise safety.

o Economic Efficiency--taxes charged should closely

correspond to the cost of providing services.

O Administrative Efficiency/ Feasibility--administration

of the taxes should impose the lowest possible costs,

i.e., taxes should be easily verifiable and

enforceable, simple to pay and easy to understand.

o Equity--users should be able to pay the tax; any

subsidies required should be explicitly identified.

o Precedents--taxes should be similar to other taxes that

have been succe!;sful.

o Effect on FAA--taxes should not negatively affect the

FAA's ability to operate its system safely, and should

promote cost recovery.

Each criterion is discussed below.

2.1 Safety

Since the primary role of the FAP is to provide safe

airspace, the behavioral incentives of each proposed tax -:hould

be considered carefully. For example, if t a cost of usinj FAA

5



services rises for a givan user group, will members of that group

avoid using that service in order to save money? If they do use

the service less, to what extent will this pose a safety hazard

to themselves and others?

If a proposed tax appears likely to chaiige incentives in

such a way that safety is con promised, then it is necessary I o

consider changes which might ameliorate the problem. If

successful changes cannot be found, then further study of the

tradeoff between safety and economic efficiency is required.
2

One method of minimizinc the incentive for changes in

behavior that might compromise safety is to place taxes on

inputs, such as jet fuel, for which an aviator has few

substitutes,3 rather than on FAA services, such as weather

reports, which might be avoided. Such indirect taxes are less

economically efficient than direct user fees. Whether the

improvement in safety outweighs the loss in efficiency is a

question which is beyond the scope of this study.

2.2 Economic Efficiency

Economists generally agree that prices serve the role of

signals in an economy. Prices "signal" resources to their most

efficient use, providing that they are a function of costs. For

example, as the price of commercial "no-frills" airline

transportation has fallen relative to the prices of other modes,

many passengers have switched to air transportation. The result

has been that more resources are being devoted to no-frills

airline transportation and fewer are being devoted to other

6



m)des. Pe Irl -ire being transported more efficiently, assuming

that the change in relative prices reflects a change in relative

costs.

Ideally, the prices of all goois and services would equal

the marginal cost of producing them, thereby providing correct

signals. The price (or tax per unit of service) for each FAA

service would be set at the marginal ccst for that service.

However, in order to fully recover all costs, prices of FAA

services must be set above marginal co:sts.
4

Since the FAA cannot set prices equal to marginal costs, any

set of prices (or taxes) which will provide sufficient revenue 4,

for the FAA will cause some distortion in the economy, in the

sense that some buyers and sellers will be reacting to imperfect

signals. The second-best alternative is to design a set of taxes

which minimizes this distortion. Such taxes would represent the

highest degree of economic efficiency possible (although they

might not meet other criteria).
5

One additional issue regarding economic efficiency should be

noted. Taxes which are imposed indirectly, i.e., those which do

not tie the cost of a particular service to the revenue generated

to pay for it, are less efficient than direct taxes because: they

interfere with the role of prices as signals for efficient use of

resources.

2.3 Administrative Efficiency/Feasibility

Levying any tax imposes two types of administrative costs,

those borne by the agency collecting the tax and those borne by

7
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the groups or individuals that pay the tax. An administratively

efficient set of taxes will minimize both types of costs while

still collecting the required revenue.

The following criteria can be applied to a set of taxes to

deteimine its degree of efficiency:

o Taxes should be based on transactions which can b,,

observed and verified with a minimuii of effort. *or

example, it is easier to observe the number of

operations at a TRACON or the number of gallons of

gasoline sold to an aviator than it is to assess the

"value" of an airplane or piece of property. The fewer

the number of transactions, the easier the tax is to

verify.

o Taxes s;hould be simple to pay and minimize collection

costs for both co] Lectors and taxpayers.

c Taxpayers should ti well-informed about their

responsibilities in the collection process and

information shouldf be kept current. (This task is made

simpler if the tax itself is simple.)

o Reasonable penalties should be set in order to deter

tax evasion while at the same time minimizing

antagonism toward the agency which administers the tax.

It should be noted that a number of the above criteria may

col flict with the goal of economic efficiency. For example,

ecoiomic efficiency might call for a set of relatively complex

taxas to be levied on a large group of taxpayers. The costs of

administering such taxes would have to be weighed against the

benefits of the economic efficiency gained by imposing them.

8
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2.4 Equity

Taxes should be evaluated in the light of the burden which

they may place on each user group. The question of equity is

often raised by asking whether a particular group has the

"ability to pay" for the total costs which it is imposing on the

FAA. If it is determined that some group does not have the

ability to pay, should that group be subsidized through increased

taxes on other users or from general revenue? If it is not

subsidized, but instead charged the full tax, its use of the air

;ystem will decline (perhaps to nothing). In such cases, it is

necessary to consider, from the point-of-view of the public

interest, the tradeoff between subsidizing this group or ,.ausing

it to reduce its use of airspace. In particular, if a group is

to be subsidized, a clear rationale should be developed that

answers twc questions:

1) Whiy is the user group being subsidized?

2) Which other groups should bear the burden of the

subsidy, or should it be placed on the general public?

These questions, however, cannot be answered by this study. But

implications for current and projected FAA budgets are examined

below.

2.5 Precedents

It may be desirable that a tax have a precedent, although

this is not a necessary condition for successful implementation.

The importance of a precedent for a particular tax will depend in

92
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part on the degree of controversy which implementing that tax

might provoke. Precedent may also indicate the degree to which

certain taxe have met the other criteria in particular

situations.

10



Section 3.0

CURRENT TAXES

%.

The FAA currently receives revenues from five taxes: an

eight percent tax on airline passenger tickets, a five percent

tax on freight waybills, a $3 per passenger international

departure fee, a 12 cent per gallon tax from general aviation

gasoline, and a 14 cent per gallon tax on general aviation jet

fuel. This section discusses the manner in which each of these

taxes is collected and then examines them in light of the

selection criteria set fcrth from Section 2.0.

3.1 Description of Current Taxes

3.1.1 Passenger Ticket Tax

This tax is imposed as a percentage (eight percent) of the

price of each airline passenger ticket. It applies to all

scheduled pa. senger carriers, including commuters and for-hire

air taxis. Airlines collect the tax and remit it to the FAA.

In 1985, total passenger ticket taxes collected amounted to

$2.5 billion, or 88 percent of the total user fees collected in

that year. By 1992, official FAA projections of the passenger

ticket tax will account for 87 percent of user fee collections 2f

the current tax structure remains in place.

3.1.2 Freight Waybill Tax

Collections for this tax are based on revenue for freight

transported in the U.S. net of ancillary fees such as delivery ,



or storage charges. The tax rate is five percent. Taxes are not

collected on any freight twat will travel overseas, even if part

of the transportation occurred in the U.S. For example, if a

manufacturer ships a product from New York to California and then

to the Far East, the portion of the trip in the U.S. would not be

taxed.

In 1985, freight waybill taxes amounted to $134 million, or

approximately 4.7 percent of total taxes collected. FAA projects

that by 1992 the freight waybill tax will account for

approximately 5.7 percent of total user revenues if the current

taxes remain in place.

3.1.3 International Departure Fee

Passengers traveling across U.S. borders pay a $3 fee per

departure, collected by the airlines. This fee is also imposed

on flights to or from Alaska and Hawaii. The tax is collected by

the airlines in a manner simtilar to the eight percent ticket tax,

and returned to the FAA. However, international flights which

nclude a stopover in the U.S. but do not enplane or deplane

passengers during that stop, are not subject tD the eight percent

passenger ticket tax.

In 1985, the international departure fee iccounted for $108

mi lion, or 3.8 percent of total user fees collected. This is

pr jected to fall to approximately 3.1 percen by 1992 if the

current tax structure remains in place.

3.1.4 General Aviation Fuel Taxes

Separate taxes are levied on gasoline (*2 cents per gallon)

and jet fuel (14 cents per gallon) consumed L)y general aviation.

The taxes are imposed at the retail level.

12



lUmY&MFMA .WV' PO'92WO-Urv

The TRS allows exemptions from payment, or refunds of

-- e taxes for certain uses which include natural 0

reso-uj'e -hiztion, crop dusting and other , ommercial purposes.

,n 1985, the general aviation fuel tax -iccounted for $I00

million in collections, or 3.5 percent of total collections.

Should the current taxes remain in place, by 1992, the general

aviation fuel t .xes would account for 2.9 percent of total

collections.

3.2 Eva'Luation of Current Taxes

In this section, the five current aviation taxes will be

evaluated according to the criteria presented in Section 2.0.

The -esults are summarized in the matrix Iound in Table 3.2.1.

3.2.1 Economic Efficiency

None of the current taxes accurately reflects the cost

incurred by the FAA per unit of service provided. Specifically,

on any given airline flight, revenue collected through the eight

percent ticket tax depends on both the average fire and the load I 6

factor. Yet, the costs incurred by the FAA to provide services

for that flight are the same whether there ,.s a single passenger

paying a low fare or a plane-load of first class passengers. A

similar problem arises with the international departure tax,

except that it does not vary with the average fare because it is

cl arged on a per-passenger basis. Freight revenue is al!) a poor

measure of the cost incurred by the FAA in providing services to

a freight-carrier flight. With regard to the fuel tax, the

quantity of fuel consumed by an aircraft is not a good measure of

its use of FAA services or the cost of providing them. The

13
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number and quantity of services used in a gi-en flight dep )nd on

a number of factors other than fuel consumption, including origin

and destination point, on-board equippage, pilot training and

purpose of flight.

3.2.2. Safety

With one possible exception, current tixes encourage use of

FAA safety services. This is true or the few taxes levied on

commercial axiation (tickets, waybi is and departure taxes)

because in th,! absence of prices for specific safety services,

airlines will consume as many services as needed.

General aviation fuel taxes are levied on a commodity which

is a necessary input for any flight that takes place. However,

s. me pilots may use auto fuel in lieu of avgas in order to avoid

both the user fee, and the higher retail prices charged for

aviation fuels. The FAA has granted Supplemental Type

Certificates (STC) for certain aircraft allowing the legal

substitution of auto fuel. In the absence cf an STC, such a

substitution may be unsafe.

3.2.3 Administrative Efficiency

Both the passenger ticket tax and the international

departure tax meet all of the criteria set forth in Section 2.2

for administratively efficient taxes. Specifically, they are

based Dn transactions which are easily observed; they are simple

to pay and the responsibility of the airline for collecting them

is clear (meaning that the airlines are well informed of their

responsibility); the set of taxpaying entities is limited to the

airlines, and penalties ar : sufficient to discourage evasion.

] ()



The FAA has perceived a number of administrativt

difficulties in the collection of the general aviation fuel

taxes,6 which are paid primarily at the retail level. In

particular, there has been no overall accounting method to keep

track of who should properly be allowed exemptions from paying

taxes, or receive refunds on taxes paid on noncommercial aviation

fuel. In addition, no compre xensive accounting method exists to

monitor manufacturer and retail tax collections.

3.2._3 _quit

Table 3.2.2 presents the estimated cost allocations for the

ten user groups for 1985, and compares them with tax revenues

received. The top part of the table presents a scenario where

the costs of regulation are allocated to users; the bottom

represents the c;'se where these costs are allocated to the public

sector. In general, domestic and freight air carrier tax

receipts are at least sufficient to cover the costs they impose

on the FAA. A modest increa:;e in the departure fee would make

international operations compensatory.

Tax receipts from commuters and general aviation were

insufficient to cover the co,;ts they imposed on the FAA in i985.

The divergence between costs imposed and taxes paid b_" these user

grcups is large enough to question their ability-to-pay fully

co .pensatory taxes. Whether the current subsidy to these users

sh(,uld be continued, and which entities should pay for it--the

geteral fund or other users--are policy questions beyond the

scope of this study.

Table 3.2.2 also indicates that public sector use of FAA

facilities i:; fully compensated. The tax collections shown are

-I, .,,& % I _ ' N' -N . .. . .. *...
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general fund contributions to the FAA's operations and

maintenance budget. The collections are split among public

sector users in proportion to their allocated costs.

Figures 3.1 and 3.2 illustrate the trends in recovery P

over time. Figure 3.1 illustrates the changes in user recovery

assuming that regulatory costs are allocated to users, while

Figure 3.2 illus rate:; the case when regulatory costs are

allocated to the publ,c sector. In both cases:

o Air cacrier recovery rates begin to exceed 100 percent

in the lat( 1980's.

o General aviation recovery rates remain stable over the

time period.

o Public sector contributions are assumed to equal cost

al-ocations beginning in 1987.

These results also indicate that the FAA budget will be

approximately self-financing (assuming an appropriate..

contribution to cover public sector cos;ts) by 1992.

.2.4 Precedents and Effect on FAA

All o1 the current taxes already exist, and have been in

place for over 15 years. Lessons learned from these taxes could

serve as a precedent for other taxes.

None of the taxes levied on either air carrier-; or gei,eral

aviation will have any marginal effect on F A in the future.

However, it should be rioted that the tax base for the general

aviation fuel tax is probably not large enough to permit full

recovery of all costs allocated to these users. Alternative or

supplementary taxes may be necessary if fully compensatory

taxation is desired.

4%
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Section 4.0

PREVIOUSLY LEVIED USER TAXES

This section reviews two federal taxes which were levied in

the past to fund FAA operations, but which are no longer in

active use. These are: a tax on tires and tubes, and an

aircraft registration fee. Both taxes are evaluated based on the

criteria in Section 2.0 of this volume. Based on discussions

with FAA and Department of the Treasury staff, reasons why these

revenue sources are no longer actively used are also included.

4.1 Description of Taxes

4.1.1 Tire and Tube Tax

Rates of 5 cents and 10 cents per pound respectively were

levied on tires and tubes. The collection and enforcement of

t] is tax did not present major problems for the FAA. It wz.s

a lowed to lapse due to the small amount of revenue it raised.

In the year before it expired (1983) the tire and tube tax

accounted for approximately $1 million or less than one percent

of total fee3 collected.

4.1.2 Aircraft Registration Fee

A federal excise tax in the form of an aircraft registration

fee was assessed on general aviation vehicles. It was an znnual

fee of $25 plus 2 cents per pound of gross take-off weight tbove

2,500 pounds for non-turbine powered aircraft and 3.5 cents per

pound of gro~s take-off weight for turbine powered airplanes.

22



This tax was replaced by the current $5 per-year fee, whit h is

collected directly by the FAA for the purpose of offsettinq the

cost of maintaining the registry, in exchange for a 2 cents per

gallon increase in the general aviation fuel tax.

In 1982, the last year it was collected, aircraft

-egistration fees amounted to $80,000 or less than one percent of

i he total user fees collected.

4.2 Evaluation of Previously Levied Taxes

4.2.1 Economic Efficiency

The tire and tube tax was an imperfeci measure of the use of

FAA services. In addition, the tax was so low relative to the

price of these products that it had virtually no effect on the

behavior of buyers or sellers. The air.:raft registration fee, is

it was previously imposed, had no relal ion t) either the fixed cr

variable costs imposed on the FAA by aircraf! owners.

4.2.2 Safety

The ti-e and tube tax may have caused a very small safety

reduction b inducing users to delay their purchase of these

products. However, the small size of the tax makes it doubtful

that this problem was very pronounced. The aircraft registration

fee, should not have had any effect on safety either. Thu e

was relatively small, and was designed primarily to of,-set the

costs of maintaining the aircraft registry. However, oth(er

aviator behavior--such as use of certain air traffic faci ities--

may have been affected if users avoidEd the fee and the F. A

installed enforcement procedures at operating sites. Fox

23 j



example, some aviators might choose to avoid using FAA towers or

FSS services if that would trigger an enforcement action aainst

them.

4.2.3 Administrative Efficiency

Both taxes met all of the administrative efficiency criteria

set forth in Section 2.0. However, verification and enforcement

programs were not given significant resources because of the

modest amounts these taxes were capable of collectinq.

4.2.4 Equity

Because of the relatively low rates established for these

taxes, ability-to-pay was never an issue in the past. Neither

tax was designed to offset a major portion of the costs imposed

on the FAA by users.

Had the taxes been established at higher rates, they may

have altered aviator behavior. For example, some aviators may

ha\ e been tempted to delay tire and tube purchases or to avoid

payment of registration fees which would mean reducing theil use

of air traffic facilities. Such behavior would have been a

manifestation of inability or unwillingness tc pay. How hiuIh the

taxes would have nad to have been established before avoidai ce

behavior became a problem is beyond the scope of this study

However, neither tax is likely to have contributed significiintly

to total user tax receipts without causing some avoidance

problems.

4.2.5 Precedents and Effect on FAA

Both the tire and tube tax and the air zraft registration fee

already have existed in the past. They are both precedents for

other types of taxes as well as candidates for renewal.

24



Enforcement and verification mechanisms would have to be

established if the taxes were reinstated. Furthermore, there is

a significant question whether the tax base is substantial enouqh

to make a significant contribution to offsetting costs allocated

to users. The potential for an alternative type of aircralt

registration fee is reviewed in Section 5.0.
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Section 5.0

POTENTIAL NEW TAXES

5.1 Introduction

This section describes a set of direct user taxes designed

to meet the criterion of economic efficiency described in Section

2.0. Specifically, these taxes provide revenue sufficient to

cover FAA costs attributable to users, while causing the least

amount of distortion in the price signals given to buyers and

sellers of aviation goods and services. They are economically

efficient because users are charged only fo those services they

actually consume. The taxes are based on c-st allocations

described in greater detail in Volumes 1 and 2.

There are four types of direct user fee taxes reviewed in

this section:

o Charges per FAA service rendered at each operating site.

For exampLe, a user fee charged for each operation at an

FAA tower.

o F&E and maintenlince surcharge: at FAA operating sites.

For example, an additional ch rge to cover the capital

and maintenance services prov ded at an FAA tower over

and above the incremental cost of providing terminal

separation.

o Landing fees at NPIAS airports to cover the cosi of AIP

airport grants.
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0 Registration fees to cover the cost of aviation

standards, R&D and airport safety administration.
7

These taxes and their performance relative to the criteria set

forth in Section 2.0 are reviewed below.

5.2 Definitions of Direct Unit Charges

Table 5.2.1 defines the direct user charges and the FAA cost

elements included in each. PIso presented in this table are

possible collection methods. Each of the charges is briefly

discussed below. Conceptually, they could be instituted as a

substitute for current taxes, or some of them could be applied to

offset shortfalls in recovery under current taxes, or to

eliminate cross-subsidies within or between user groups.

5.2.1 Charges at Operating Sites

FAA operating sites produce identifiable services that are

consumed by the aviation public. The unit costs of producii g

these services for each of the ten user groups are identifi.!d in

Volumes 1 and 2. Charging these costs per unit of service would

insure that users pay for only those resources they consumc.

The four FAA operating sites--towers, TRACONS, FSSs and

ARTCCs--would levy a separate charge each time they providcd

services. At towers, a charge would be levied for each aircraft

operation.8 At FSSs, a charge would be made for each servi e

rendered, while at ARTCCs users would be charged for each aircraft

handled (i.e., departure, arrival or over). At TRACONs, users

would be charged for each primary or -econdary operation. No

charge would be made for an over since doing so would discourage

28
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users from making contact with the TRACON while passing through.

its territory. Instead, the cost of overs would be incororated

into the fees for the other two services at TRACONs.

Collection would depend upon whether a user was flyi ig IFR

or VFR, and upon the service consumed. IFR users of towers,

TRACONs and ARTCCs could be billed for the services they consume

based upon the details of their IF1 flight plans. All of the

necessary information to identify the services consumed is

available. Local airports or FBOs would have to be depended upon

to collect the taxes for VFR operations.

FSS service costs would be recovered in a different manner.

Users would be assigned a unique account code through which they

could access the FSSs. They would then be billed periodically

fox the services they consumed. It sh,)uld be noted that users of

FSS services, such as weat-her reports, can find private-sctor

alternatives at a lower cost to them; the FAA might find itself

in competition with the piivate sector. If this occurred, it

would be necessary to ensure that the private alternatives did

not ,ompromise safety.

The level of charges at operating sites could be set to

account for the marginal and joint costs at the sites. Also

includ,d in each charge would be the overhead ar-signed to tne

relevaiit type of ope ating site. The ARTCC handle charge also

would include F&E, PD and Aviation Standards services performed -V
specifically for IFR users.

N N N N



5.2.2 F&E and Maintenance Surcharges on Operations
and Seconds

These surcharges would be added to the basic tower and TRACON

charges. This collection method is appropriate because users

benefit from capital and mainten.ince services based on how often

and how intensively they use the FAA system. For example, a

general aviation piston operator who flies only a few hourE. per

year and utilizes few FAA facilities consumes less F&E and

maintenance services than an air carrier flying thcusands of hours

per year and utilizing all of the most sophisticated FAA

equipment. 9he surcharge would reflect these very different use

patterns.

The F&E surcharge would include all F&E allocated to users

(except for capital services performed exclusively for IFR

users). The maintenance surcharge would include all FAA

maintenance not assigned to operating sites and includes

maintenance of NAVAIDu and other FAA facilities.

5.2.3 Grant Landing Fees at NPIAS Airports

These fees would be levied at primary, commercial service,

reliever and general aiiation airports eligible for FAA airport

grants. Revenue would be allocated among a rports baced on need,

and the allocation fo-rmula in the relevant lax law. in this way,

users would pay for upgrading airport facilities based upon their

pattern of usage, and the airport system would become self-

financing.

The fees wou Ld be collected in exactly the same manner as the

charges described above. However, non-towered airports would have

to be depended upon to collect fees from VFR operators. Thc size
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of the fees would depend upon the type of airport. Those

collected at primary airports would be higher than at general

aviation airports, reflecting the differences in the sizes of the

capital investment in each type of facility.

It should be noted that these fees are likely to be less

efficient than having airports establish their own landing fees,

from which they would finance their own capital requirements.

The landing fees discussed in this section still require ;t

collection and reallocation function through the FAA. It may be

more efficient for the FAA to establish standards fcr airports

that local airport authorities would meet in part by collecting

landing fees. At a minimum, the administrative cost of

collecting and reallocating fees would be avoided. Phasing in

airport solf-financing could cause dislocations, however, in

cases jhe -e short-term recuireesi.ts would exceed the capacity of -

the airport to collect fun :s to meet them in a timely manner.

5.2.4 R&D, AVS and Airport Safety Administration
Registration Fee

This registration fee would recover the ca)st CL airpo t

safety idministration, and R&D and aviation standards prog ares

with the exception of those benefitting only IFR users. the

fee would be collected by mailing a bill to the aircraft owner.

Upon the receipt of payment, a registration certificate would be

returned to the user who would then display it prominently on the

aircraft.

It may be desirable to :ake the registration fee quarterly ,

in order to make the payment schedule more convenient for users.

This payment schedule could be particulariy important to owners



cf older commercial equipment and to general aviation-piston

operators, both of whom may deploy their aircraft on a seasonal

bamis.

5., Evaluation Criteria fox Direct User Cha ges

Table 5.3.1 summarizes the evaluation c iteria applied to

ti direct user charges. These results are discussed immediately

be ow.

5.3.1 Economic Efficiency

The main objective of a direct user charge is to promote

economic efficiency. For all of the charges considered in Table

5.3.1, users would pay only for those costs which they impose on

the FAA. Their decision to use FAA facilities and services would

be based on i hether they believe that the benefits receivei were

at least equaL to the cost of the service. As a result, t-ie FAA

would produce only those services which users could justify

economically. The charges would act as efficient price signals.

Potential charges outlined here are based on average

marginal costs. True econotric efficiency would be based on more

detailed fees--e.g., peak-lcad prices. In addition, if more

complete data were available., it would be possible to calculate

user fees for mo.-e services--e.g., pilot certification.

Developing these more detailed charges is for the most part

a data problem which could be eliminated with additional woik.

Methods for improving the data are currently being evaluatedi by

FAA. Conceptually, the fees described in this section are

economically efficient.

1 4
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5.3.2 Safety

Direct user fees woul I divert general aviation operators

from FAA facilities and services. There wouLd also be reduction,;

in use at NPIAS airports. Safety concerns arise in two cases:

c If a significant number of aviato s opt not to use a

service that they otherwise would have used, the level

ot safety could be reduced. For ( ample, some aviators

may choose to fly without a proper pilot briefing.

o If an alternative, but inferior, service--e.g., non-

towered airports--is chosen by a sibstantial number of

users, there could be a reduction in the level of

safety due to congestion at alternative facilities.

For example, some aviators may opt to use non-towered

facilities, and so cause congesti( n at these

facilities.

Two of the more serious potential prob ems would include a

reduction in the use of FSS pilot briefing :ervices without
9 '

suitable ,;ubstitution of private services, nd a reduction in the

use of general aviation IFZ flying. One rei ;on for the reduction

in general aviation IFR fljing might b, thai fewer piiotL would be

willing to pay the high us !r fees at to-dere( facilities where IFR

training is conducted. Th , remaining effects would be local in

nature and would involve decreased (increase d) safity due to

increased (decreased) congestion.

5.3.3 Administrative Efficiency

The administrative efficiency of the direct user fe,, depends

upon whether or not the user flies IFR. With the except on of

FSS services, IFR users could be billed for all of the s,,rvices

3'
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they consume. Charges levied at FAA operating sites and at NPIAS

aLrportr could be assessed to users based upon their IFR flight

plans. The registration fee could be collected quarterly via the

mail. Fees for FSS services would be collected in the same manner

as that employed by private providers. Each FSS user would have a

unique account number which would be used to access both pre-

flight and in-flight FSS services.

Collection of fees from VFR users would require the

cooperation of non-FAA personnel at airports without manned FAA

facilities. Most would have to be collected in the form of

landing and take-off fees collected by airports or FBOs. Since

not all of the airports are staffed 24 hours per day, there could

be instances when collections would not be made. Fees could be

adjusted for prime-time use of facilitief; in order to offset this

problem, however.
1 0

5.3.4 Equity

In general, there is a question about the ability of gereral

aviation piston operators to pay the full cost of FAA servic,-s

they consume. This problem exists for both direct and indir ;ct

taxes. Identifying fully-compensatory direct user fees

facilitates the design of subsidies for general aviation

operators if such subsidies are deemed to be warranted.

Commuter airlines would also face increases in their costs

of using FAA facilities, beciuse the current tax system does not

reflect the true costs imposed on the FAA by this user group. If

a government subsidy for the se operators is deemed to be

justified, it should be developed in the light. of their true
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costs. One outcome of the imposition of the user fees described

above might be for larger carriers to subsidize commuter use of

the FAA system because of the close marketing relationship

between the two types of carriers.

5.3.5 Prfcedents

In general, there are acceptable precedents for all of the

direct user fees. Aviators have become accustomed to paying

landing fees at certain large airports, and most of the charges in

this section are conceptually similar to these fees. The use of

FAA-designated individuals to perform various certification

examinations provides another precedent for direct user fees.

This is especially important because the arrangement for payment

is made directly between the designee and the party seeking

certification. 11

FSS service taxes and the quarterly registration fee are not

similar to landing fees, however. The FSS service charge, would

be similar to the fees chcrged by NOAA when it establishes3

regional hoiLines. For ex imple, NOAA sets up a hotline in tie

southern U.S. during hurri ane season. Members of the public are

invited to call the hotline to obtain the latest weather

information, and pay for the service on their phone bills. With

regard to registration fees, both the federal and state

governments have historically charged such fees to owners of

aircraft, although not at the levels discussed in this section.

5.3.6 Effects on the FAA

In general, the effect of the direct user fees would be to

reduce consumption of FAA services by general aviation operator.

The assessment of direct user fees would cause these operators to

39



divert to non-FAA facilities, or to forego the use of FAA

services. As a result, future workloads would be below levels

currently f, recast.

Offsetting this trend, however could be the potential need to

establ £sh additional FAA facilities at new sites that would become

congested due to the diversion caused by the charges. Since the

levels of traffic and its distribution among user groaps, i re the

main elements of FAA facility establishment criteria, new traffic

patterns induced by the fees would be reflected in these criteria.

Assessing the extent of the need for additional facilities,

however, is beyond the scope of this study.

5.4 Illustrative Charges

This section reports, for the purpose of illustration,

selected rates for the direct user charges. These rates do not

take into account the effects of the incidence of the fees. That

is, the charges themselves could cause users to reduce their

consumption of FAA services. To the extent that the FAA avoids

costs when demand falls, these charges should be sufficient to

recover all FAA revenue requirements. However, if the FAA is

unable to avoid all of the costs, for whatever reason, there

might be some revenue shortfall. Fee schedules wouid have io be

adjusted in order to cover this shortfall.

The illustrative charges, which represent the marginal cost

for the average user, for 1985 are shown in Table 5.4.1. There

are two sets of charges--one where the costs of aviation

standards and airport safety administration are allocated to

40
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users, and one where these programs are allocated to the public

sector. The charges are based on the cost data in Volumes 1 and

2.

In reviewing these charges, it must be borne in mind that the

levels shown in these tables are designed to be fully

compensatory. The rates could be lowered:

o If it was decided that certain users require a subsidy

from the general fund, or from other user groups.

o If these fees were to be utilized to supplement those

which already exist.

For example, commuters are a user group with a subst. ntial

short-fall in revenue collected under current taxes. If a

national landing fee of $21 per landing at NPIAS airports were
ml

established for commuters, it would have raised appioximately 105

percent of the total amount of funds collected from :h--sn -isers

in 1985. The combination of the current passenger tax and a

landing fee would have raised commuter cost recovery 25.8 percent

from 12.6 percept.

Table 5.4.4 summarizes the estimated percent of total 1985

allocated costs that would be recovered by each direct user

charge. The large revenue generators vary from user g-oup to us, r

group. For example, the tower and FSS charges would be the

largest revenue generators for rotor operators; this reflects the

fact that these users use other FAA resources relatively less than

other groups. Unlike other general aviation groups, GA-turbo

operators are relatively heavy users of ARTCC services; the ARTCC

charge would, therefore, be a relatively larn revenue generator

for this group. Air carriers, as a group, would pay large
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amounts under the F&E surcharge, which reflects the fact that

they are prime beneficiaries of many NASP and other capital

programs.

Finally, it should be noted that the fees shown on th

accompanying tables reflect average congestion caused by u!3ers.

It may be des Lrable to charge peak load and off-peak fees i n

order to encourage more efficient utilization of existing

facilities. Deriving the exact sizes of these fees is beyond the

scope of the present project. Additional information and

analyses would have to be undertaken to identify the optimal size

of different types of FAA facilities. Developing optimal

congestion fees would reduce the long-term investment and

maintenance requirements of the agency.
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NOTES

1 While there is a technical difference between a "tax"
enacted by Congress, and a "fee" or "charge" set by an agency, the
terms will be used interchangeably because the ultimate authority
for collecting revenue comes from Congress regardless of who sets
the final levels of fees or taxes.

2It should not be presumed that very small changes in safety

can never be compensated for by large changes in economic
efficiency. However, it is important to understand the degr3e to
whLch the Congress or the Administration will accept reductions
in the absolute level of safety even if cost-beneficial.

3 Some general aviation piston users employ auto fuel irstead
of avgas.

4 The FAA is characterized by joint production. The marginal
cost of a service which is provided jointly cannot always be
clearly defined. For example, a single ARTCC provides radar
separation for a variety of users. No user could receive the
service if the Center did not exist, but there is no clear rule
based on the production technoloql by which to assign portions of
the joint cost of the Center to each group.

Even if marginal costs for jointly provided services could be
clearly defined, the data to identify the exact marginal cost of
each do not exist. For example, no data exist on the consumption
of capital services at FAA operating sites.

5 The design of a set of taxes which would provide
sufficient revenue for the FAA with a minimum of economic
distortion can be described using the following hypothetical
problem. Suppose that the government wishes to raise a given
amount of revenue by placing per-unit taxes on a set of goods and
services. The most economically efficient set of taxes would be
those which signal buyers and sellers to act as closely as
possible to the way they would act if all prices were equal to
marginal costs, while still raising the revenue necessary to
operate the FAA in the long-run. The taxes, or prices, which
solve this problem are known as Ramsey Prices.

6 This section is based on discussions with Jean O'Leary.

Office of Aviation Policy, FAA.

7Certification fees are separately discussed in another
volume.



8 It might be more convenient, administratively, to charge a

fee for landing or taking off that would cover all operations
costs.

9 A recent FAA study of the feasibility of privatizing Flight
Service Stations examined the impact on the use of various FSS
services that charging for them directly would have. See:
Comsis Corporation, Gellman Research Associates, J. Tilghman
Montgomery Associates, EXP Associates, Flight Service Station
Privatization Study, prepared for Office of Aviation Safety,
Federal Aviation Administration under contract number DTFA01-84-
Y-01033, June 1985.

IOA survey on the impact of airport passenger head taxes in
1973 noted that the expectation of administrative costs in excess
of revenues collected was one factor inhibiting the
implementation of such taxes at non-hub airports. See: William
R. Fromme, The Airport Passenger Read Tax: Analysis of its
Potential Impact, (Washington, D.C., U.S. Department of
Transportation, Federal Aviation Administration, Office of
Aviation Policy, July 1974), p. 23.

liThe regulatory basis for designees is contained in 14 CFR
Part 183, Representatives of the Administration.
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